KENTUCKY ECONOMIC INDICATORS

September 2008 as of December 2, 2008

KY Composite Index of Leading Indicators decreased by 5.7 percent in September.
» The Leading Index has decreased for the second consecutive month.
» The month-over-same-month-last-year growth rate declined for the tenth consecutive month with -2.8 percent.
» The components leaned heavily negative with one unchanged, 0:4.
- KY Labor Intensity Index decreased 3.2 percent.
- KY Index of Initial Ul Claims decreased by 11.9 percent.
- US Retail Sales decreased by 14.5 percent.
- US Manufacturer's New Orders Index decreased by 5.1 percent.
0 The Louisville Help Wanted Index remained unchanged at 11.
Component weights for September are 68.5, 13.4, 11.9 5.0 and 1.2 respectively.

KY Composite Index of Coincident Indicators decreased by 15.7 percent in September.
» The Coincident Index growth is negative for the second consecutive month.
» The month-over-same-month-last-year growth rate is negative for the third consecutive month with -2.1 percent.
» Component indicators were all negative for September, 0:3.
- KY Non-farm Employment decreased 7.3 percent.
- US Industrial Production Index decreased 36.8 percent.
- US Personal Income Less Transfers decreased 4.8 percent.
Component weights for September are 39.1, 28.8 and 19.1 respectively. Component weights do not sum to one because the two US components
were discounted to give the Kentucky component more weight.

The Kentucky Leading Index declined sharply for the second straight month as no component indicators posted positive growth. Four
of the five components declined and the Louisville Help Wanted Index remained unchanged. The four moving components each
moved moderately to strongly negative. The Kentucky Labor Intensity Index continued its sharp decline with 3.2 percent losses.
Three of the five Labor Intensity industries lost seasonally adjusted jobs in September. Petroleum, Coal, Rubber and Plastic
Products employment declined by 200 seasonally adjusted jobs and Fabricated Metals employment was marginally lower. Trans-
portation Equipment employment fell sharply for the second straight month with just under 1,800 in seasonally adjusted job losses,
a 3.6 percent decline. The other two employment industries increased employment by less than 30 seasonally adjusted jobs.

In addition to employment, the Kentucky Labor Intensity Index contains average weekly hours for the same five manufacturing
industries. All five industries lowered their average weekly hours in September. Average weekly hours for wood products, Chemicals
and Transportation Equipment each declined by one-tenth of an hour. Average weekly hours for Petroleum, Coal, Rubber and Plastic
Products declined by two-tenths of an hour and average weekly hours in fabricated metals declined by three-tenths of an hour. All five
average weekly hour losses were under one percent for September but it comes as employment is also declining. This means that
employers are cutting hours and workers simultaneously. This usually only occurs in the middle of a prolonged decline in demand
for the sectoral output.

The Kentucky Ul Claims Index fell for the fourth consecutive month with an 11.9 percent drop. Both components rose sharply with the
US component having a slightly larger increase. Kentucky First Pays increased by 5.8 percent, while US Initial Claims rose by 7.8
percent. This is the sixth consecutive month that US Initial Claims have increased moderately to strongly. The Kentucky Ul Claims
Index is now 5.7 percent below its September 2007 position. The number of seasonally adjusted exhaustees, those workers who
have exhausted their unemployment benefits, increased by 33 percent in September. This is the second consecutive month of
double-digit exhaustee increases. Exhaustees have increased by 61.5 percent compared to September 2007. By any measure the
number of Kentucky exhaustees is increasing sharply. Average duration of receiving unemployment payments has increased for the
fifth consecutive month. Average duration has climbed from 13.7 weeks in May to 14.4 weeks in September. The extended duration
of an average unemployment claim, combined with an increase in claimants who exhaust their 26-month maximum benefit weeks,
gives a strong signal that unemployed workers are having extreme difficulty finding suitable replacement jobs.

The most notable mover this month is US Retail Sales which declined for the third consecutive month, with a resounding 14.5 percent
loss. This is the first time since 1992 (when the new US Retail Sales series was generated) that US Retail Sales has fallen below its
12-month minimum. In other words, this is the first time that US Retail Sales has had negative growth compared to US Retail Sales
a year ago. In past recessions, US Retail Sales have continued to expand albeit at anemic growth rates. In September it is now clear
that US Retail Sales has reached a local maximum and has now entered a period of contraction. Some of the losses in Retail Sales
can be explained by the overall decline in prices. The Consumer Price Index (CPI) for all goods decreased for the second consecutive
month with a 0.4 percent decline. However, as the growth rates indicate, the majority of the US Retail Sales losses are due to
decreased consumption.

The Kentucky Coincident Index continued its downward trend with a 15.7 percent single-month loss. This is the largest single month
decline in the history of the series, going back to 1990. Kentucky Non-farm employment, a component of the Coincident Index, fell by

Office of State Budget Director



7.3 percent in September. That is the largest
single-month decline since July 1995. Ken- 6
tucky has lost 5,300 seasonally adjusted jobs 4
since September 2007. Almost every compo- 2
nent of Non-farm employment is declining. Pri-
vate Services, the largest super-sector, fell for 0
the seventh time in eight months. -2
-4
US Personal Income has fallen for the ninth -6
time in twelve months and is now 2.0 percent -8
below the September 2007 level. The US In- -10
dustrial Production Index also reached a peak 12
in the last 12 months and stands 5.6 percent Jun-07 Sep-07 Dec-07 Mar-08 Jun-08 Sep-08
below its September 2007 level. Likewise, the

US Manufacturing New Orders Index is down
for the third consecutive month with 5.1 percent in losses over August 2008. New orders of manufacturing goods have only
increased three times in the last 13 months. The index is down over 10 percent since September 2007.

Total General Fund Tax Receipts were down 4.4 percent over September 2007, as sales tax and corporate income tax receipts
have declined.

Our indices are compiled and published on a monthly basis, roughly two weeks following the Conference Board release of the
U.S. Leading Index. A complete description of the Index of Leading Indicators and methodology was published in the University of
Kentucky Center for Business and Economic Research Kentucky Annual Economic Report, 2000.

About the Indicators
Kentucky Reference Series
Inflation-adjusted personal income less transfer payments and policy-adjusted General Fund tax receipts are com-
bined to form the GOEA composite reference series.

Kentucky Leading Indicators

* GOEA Labor Intensity Index: Composed of seasonally adjusted weekly hours multiplied by employment for the
following manufacturing industries: lumber products; chemical and allied products; petroleum, coal, rubber and
plastic products; fabricated metals; and transportation equipment.

* GOEA Initial Unemployment Insurance (Ul) Claims Index: This index has two components: Kentucky claims
in their first month of payment and total U.S. initial claims. Additional claims for Ul are the subset of initial claims
filed by workers who have previously filed Ul claims but are currently filing new claims with intermittent workforce
attachment since their original claim. The claims in their first month of payment without intermittent qualified
experience performed better in the testing process and were chosen accordingly.

* U.S. Retail Sales: Inflection points used to determine turning points.

* U.S. Manufacturer’s New Orders Index: This index has two components: U.S. Manufacturer’s New Orders
for Nondefense Capital Goods and U.S. Manufacturer’s New Orders for Consumer Goods and Materials.
Separately these two series slightly missed one or two turning points in the official reference series. But together
they preceded each turning point.

 Louisville Help-Wanted Index: The Conference Board computes an index of help-wanted advertisements for
major regions across the United States; Louisville is the only city in Kentucky covered by the Conference Board.

Notes:

o Growth rates are computed with precise numbers. Due to rounding, two observations may have the same reported
value but still exhibit growth at a more precise level.

» More information is available on our website, http://www.oshd.ky.gov/.

Office of State Budget Director Thomas Jones, Ph.D
Room 284, Capitol Annex Phone: 502-564-7300
Frankfort, Kentucky 40601-3453 taj@ky.gov
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